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SHIFTING THE COHPOSITION OF GOVERNNEW SPENDING: 
IMPLICATIONS FOR THE REGiONAL DlSTRlBUTlON OF INCOME 

By Hurray L. Weidenbarn /t 

Thfs is a preliminary report on a study of the allocatfon of Federal 6overnment 

expenditures in relation to the regional distribution of income in the United 

States. 

Previous work in the field has followed two different lines of approach. Studies 

In the field of public finance have analyzed the geographic allocation of grants- 

In-ald and other federal budget categortes; some of t h l s  work has dealt wlth 

questions of regional income distrfbutlon, but has ignored the Impacts resulting 

from changing the a1 locatlon of the federal budget between defense and non-defense 

expendi tures. 

In contrast, the work on defense and disarmament economlcs has brought to profes- 

sional and public attention the extreme geographlc concentration of defense work 

but has not dealt wlth the effects of defense reductions or disarmament on 

regional income distribution, 

two approaches in order to shed some light on questions of concern to students 

of public finance and defense/disarrnament questions as well as of regional devei- 

opnent. 

The present study i s  an attempt to link up these 

A brief review of the pertinent literature may be helpful. 

Maxwell in 1954 compared, by state, the per capita distribution of income and 

of federal grants, a He found that, for the period 1941-52, a marked shift 

A study by James 
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, 
~ in favor of the lowerincome states was notlceable. Haward Schaller, in a study 

I 
I covering 1929, 1939, and 1949 concluded that federal grants-in-aid were Increas- 
I L3 ingly favoring low income states. 

An unpublished Ph.D. thesls by Norman H. Jones Jr. treated the distribution of ail 

federal expenditures In the period 1929 to 1949. l He also found that the 

I reglonal distribution of federal expendltures had shifted toward the lower income 

regions during the perlod covered by his study. 

I 
A landmark study of the geographic dlstribution of federal expenditures was made 

by Selma Mushkln, utilizing I952 data. She also concluded that the overel1 

I effect of federal expenditures worked in favor of the lowerincome regions. Sub 

, sequently, I.H. Labovitt prepared for the fiscal years 1959-61, statebystate 

estimates of federal revenues and expenditures, together with comparisons to 

personal Incane. Ha developed methodology for deallng wtth the difficult 
I 

I problem of imputing defense procurement expenditures to indlvidual states, which 

is drawn upon ln the present study. 

the Implication of a shift from defense t o  nowdefense federal spendlng, 

None of these studies examlned specifically 

1 
I 

Recent developments In the ecomnalcs of disarmament have focurrd stteattan m tb 

regional problems which would arise from reductions in defense expenditures. 

Various approximations have been developed to measure the Individual state's 

dependence on defense work, - '7 in addition numerous studies have been made on 

the possible effects on individuel areas of cessatlon or mafor reductions in 

defense spending. 

I 

k n e  of these studies, however, have dealt with the impact /8 
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of reduced military spending on the distribution of income among regions. 

by focusing on interregional differences, th is  study hopes, in a small way, to 

fill a gap in the literature. 

Hence, 

The basic approach 

category of federa 

of this 

expend 

tribution among each other 

Me thodo logy 

study Is to select typical programs within each major 

ture and to compare their patterns of regional dls- 

and with that for population and personal income in 

the United States. 

most recent period for which comprehensive geographic information of federal pra 

grarns 1s generally available. In some cases, such as for some of the newer Great 

Society programs, more recent information could be ut1 Itzed. 

Generally the data used are for the fiscal year 1963, the 

The following programs were selected for analysis, the choice often being lnflrr 

enced by the availebflity of data. As Is explained subsequently, expenditure 

data were not available in all cases and proxies were rawtlmes used, such as 

contracts awarded or employment generated. 

for the bulk of federal expenditures in 1963 end for representative programs in 

each major category, such as purchases of goods and services, grants-in-aid, 

transfer payments, subsfdies, and direct government employment. 

In the aggregate, the analysis accounts 

Defense purchases 
1. Department of Defense procurement. 

Direct Non-defense Purchases 
2. National Aeronautics and Space Administration procurement (as an example 

of a new and high-technology type of program). 

3. Corps of Engineers-Clvi 1 Functions purchases (this and reclamatlon were 
taken as examples of more traditional nowdefense purchases and also 
could be a1 located geographical ly). 

4. Bureau of Reclamation purchases. 
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Grant Non-defense Purchases 
5. Federhid highway program. 

6. Aid to elementary and secondary education 
activity with an ant i-poverty or ientat ion) . (an example of new federal 

Subs id 1 es 
7. Farm price support payments. 

Direct Transfer Payments 
8. Veterans compensation and pensions. 

Grant Transfer Payments 
9. Public assistance. 

10. Federa? government employment. 

The spatial classification selected Is the eight income regions used by the Office 

of Business Economlcs of the Department of Commerce (OBE) In Its allocation of 

personal in- by reglon. Regions were ranked in terms of average per capita 

The results are shown below and indicate incomes reported by OBE for 1963. 

the substantial regional variations; the average for the highest region was 58 

L9 

percent above that for the lowest. 

_Resfon 

Far West 

Average Per Capita Jncome In 1963 

$2 877 

Hi deast 2,819 

New England 2 , 723 
Great Lakes 2,605 

Plains 2,332 

Rocky Maunta I ns 2,311 

Southeast 1,814 
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For purposes o f  more s u m r y  categorization, which i s  also used here, the fol lowing 

table shows, i n  a rough manner, which of the income regions can be consldered 

as high, average or l o w e  

The two regions designated as being the low income category have a s fgn i f lcant ly  

lower proportion of t o t a l  personal income than o f  t o t a l  population. 

average income regions have income shares which roughly correspond t o  t h e i r  popu- 

l a t i on  shares. 

than t h e i r  population importance. 

The so-called 

The high income regions have income shares considerably higher 

Reg i on Sbre o f  
National Pomlatlon 

Share o f  
Persona 1 Income 

High Income 

Far West 

Mideast 

Average Income 

New England 

Great Lakes 

Plains 

Rocky Mountain 

LOW income 

Southwest 

Southeast 

12.6 14.8 

21.4 24.6 

37.7 - 
6.5 

21.0 

7.9 

2.3 

22.9 - 
6.8 

21.7 16.1 

Several measures o f  re la t i ve  equali ty among the expenditure and income series 

were used: Lorent curves, Gin! coefficients, and simple percentage shares. As 

the l i t e r a t u r e  indicates, there i s  no single all-purpose measure of  Income equal- 

i ty. However, a i l  of the three measures support the basic findings presented 

In  t h i s  report. 

- /IO 
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Lorenz curves enable the reader t o  obtain a visual conception of  the overa l l  dls- 

t r i b u t l o n  among income categories, as shown In Figure 1. On the horizontal axis, 

the eight reglons are ranked In  ascending order o f  average per capita Income, 

each region occupying a length o f  the axis whlch represents I t s  percentage of 

t o t a l  populatfon. The regions here serve as the conventional "income units' '  

whlch are comnonly used on Lorenz curves o f  income distr ibut ion.  Each region's 

share o f  income (or federal expenditures, as the case may be) i s  p lot ted on the 

ve r t i ca l  axis. 

This procedure allows a graphic interpretat ion o f  each region's share of t o t a l  

income o r  expenditure. 

t r i b u t i o n  (e.g. a region having 20 percent o f  t o t a l  population would receive 20 

percent of t o t a l  income). 

The 45' l i n e  represents a perfect ly equal per capita dis- 

I n  the area below the 45O l i n e  (such as i n  Figure l ) ,  B port ion of  a curve whlch 

converges on the 450 l i n e  indicates a greater than equal share and a port ion of 

a curve diverging from the 45O l i n e  indicates a less than equal share. 

grams whose curve have a slope greater than 45' (such as some o f  the federal 

expenditure programs analyzed later),  the converse holds; the port ion of a curve 

moving away from the 45' l i n e  indicates tha t  a region i s  receiving a larger than 

per capita share and the portion of the curve moving toward the 45' l i n e  indicates 

that a region i s  receiving less than an equal share. 

For pro- 
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I n  contrast t o  the graphical nature of the Lorenz curves, the coeff ic ient  o f  con- 

centrat ion or Gin1 coeff icient I s  a numerical measure of inequell ty i n  a d l s t r l -  

button. 

d is t r ibu t ion  (the curve o f  personal income I n  Figure 1) and the 11ne o f  equal i ty 

divided by the area under the l i n e  o f  equality, 

The Gin1 coeff icient represents the area between the Lorenz curve o f  the 

The coeff ic ient  ranges from per- 

one. fect equality, w i t h  a value o f  zero, t o  perfect inequality, w i t h  a value o f  

The Gin1 coef f ic ient  is useful f o r  comparfng the overal l  equal i ty or inequa t Y  

However, i t  does not show the pattern o f  d l s t r i -  o f  one or m r e  distr ibutions. 

bution among income classes. 

may have identtcal coeff icients, but somewhat differently shaped Lorenr curves. 

Coefficients w i t h  a pos i t ive sign Indicate that most o f  the area between the 

Lorenz curve and the l i n e  of equali ty i s  below the line. 

w i t h  a negative s ign indicate thatmost of the area between the Lorenz curve and 

the l i n e  o f  equal i ty is above the line. 

Therefore, i t  Is conceivable that  two d ls t r lbut lons 

Conversely, coeff ic ients 

In  the charts presented here, federal expenditure programs w i t h  posit tve coef- 

f i c i e n t s  y i e l d  above-average per capita shares t o  low income regions. 

Derlvatfon of the Data 

This section describes how the regional data were developed for each federal 

program and presents some comparisons w i t h  income and population distr fbut lonr.  
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OA - Southeast 
AB - Southwest 
BC - ROC& Mountains 
CD - Pletne  
lE - Great W e s  
m-mmgland 
Po - I4tde-t 
OH - Far West 



Defense Purchases 

No comprehensive data are available on the regional distribution of federal pro- 

curement expenditures. 

used is the Department of Defense statebystate tabulations of  prime contract 

awards. 

tracts awarded; on the average, owhalf of the value of prime contracts is sub- 

contracted to other flrms, These subcontracts, In many Instances, cross state 

and regional lines, and to an undesignated extent, alter the geographical distrt- 

button pattern of defense spending which emerges from an Initlal analysis limited 

to prime contract awards. 

Of several approximation methods, the one most frequently 
! 

The usefulness of these data i s  lImited by the large number of subcon- 

I 

Region Defense Contract Awards Percentage Distribution 
( in mil lions) Defense Persona 1 

Far West 

Contracts Population Income 

$7,081 28.1 12.6 14.8 

Hideast 5,550 22.0 21.4 24.6 

New England 

Great bikes 

2,277 9.0 5.8 6.5 

3,171 12.6 19.8 21.0 

Plains 1 , 602 6.3 8.3 7.9 

Rocky Mountains 1,065 4.2 2.4 2.3 

8. 5.8 Southwest ! *662 6.6 

Southeast 

Tota 1 

Gini Coefficient: 

11.2 21.7 16.1 

$25 232 100.0 100.0 100.0 
- - - 2, a24 - 

In an attempt to obtaln a better estimate of the regional distribution of defense 

Procurement, three other methods of estimating state-byrtate defense purchases 

were utilized: (1) a Library of Congress study for the fiscal years 1959-61 

using census data on regional distrlbutlon o f  industrial activfty to get at the 

subcontract problem, (2) a recent Harvard University thesis using a somewhat 
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s l m i  l a r  approach for more recent periods, and (3) the state-by-state d i s t r i bu t i on  

I of employment i n  the major defenserelated Industries. As shown in  the table 
I 

I belaw, the differences yielded by the three a l ternate approaches are noticeable 

but not fundamental. Under a l l  four approaches, the r e l a t i v e l y  high income 

regions-the Far West, the Mideast, and also New England-are estimated to receive 

shares o f  defense work which are above the i r  shares of population and income, 

I 

I 

I 

I 

I (see Figure 2) Hence, it appears that  the regional d i s t r i bu t i on  o f  defense 

ac t iv i t ies -a t  least on the basis o f  aval lable data-reenforces the posIt lon of 

the two reglons w i t h  the highest average per capita income. 

I 

Also, under a l l  

I four approaches, the medium or average-Income regions-the Great Lakes, the Plains, 

end the Rocky Xointatn states-are estimated to receive shares of  defense work 

which are below both t h e i r  shares o f  population and of Income. 
/11 

The s ign i f i can t  differences among the four estimates appear i n  the low income 

regions, the Southeast and the Southwest. Their shares of p r i m  defense torr 

t r a c t  awards are substant la l ly  lower than both t h e i r  shares of population and 

of income. 

tractors, but  only #n the major defense industries--shows even lower shares 

for  these two lowincome regions, 

take account of the location of defense suppliers i n  supporting industrtes-In 

a crude way by use of Census of Hanufactures data--yield substant ia l ly  htgher 

proportions for the l o w  income regions. 

below the resu l ts  which would be obtained from a s t ra igh t  per capita d ls t r lbut lon,  

they are a b i t  higher than the income shares o f  the two low income regions and, 

hence, ind icate a mi ld  tendency towards the reduction of income Inequali ty a t  

the lower extremity. 

The defense employment series-which covers both prlme and subcon- 

However, the two studies which attempt to  

Although these estimates are s t l l l  much 

The differences are hardly conclusive and further e f f o r t s  
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I are being made t o  develop Improved methods of estimating defense (and space) 

I employment by region and by Industry. 
I 

I 

A l ternate Estimates of Defense Purchases 

Percentaqe Dis t r ibut ion Rank 
Dept. Lib rary Dept. Library 

1 RegIoa of  o f  Employ Aver- of Of Employ- Aver- 
Defense Congress b i t o n  ment age Defense Congress Bolton ment age - - I 

N e w  England 9.0 8.4 8.6 12.6 9.6 

G r e a t  Lakes 12.6 15.4 14.8 13.8 14,2 

Platns 6. 3 6.1 5.8 6.7 6.2 

Rocky k u t r  
ta lns 4.2 2.4 2.7 2.1 2.9 

Southwest 6.6 8.3 7.5 5.5 7.0 

16.1 8.9 13.0 11.2 15.9 - -- c - Southeast 

TOTAL 100.0 10000 100.0 100.0 100.0 

For purposes of comparison w i th  norrdefense expendtture programs, a composfte 

series Is shown which simply averages the results of the four al ternate approaches 

(see f igure 2). 

Nondefense Putchases-MSA 

The data used to al locate National Aeronautics aad Spece Admlnlstratlon (NASA) exm * 

112 
pendl tures-the state-bystate tabutat ton of the agency's prfme contract auards-- 

are subject to  the same l lml ta t ions as the Defense contract series described 

previously. However, l i t t l e  i n  the way of al ternate Informatlon 1s available. 
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Figure 2 
COMPARISON OF FOUR ES- OF DEFWSE EXPE3DIRTRES By REION 

Library of / r'/ 

// -/' DOD Contracts 

I I 

G E 

f I I 1  4 I I  

0 A S D  E F  

'Incune Regions (clpaulative percent) 

OA - Southeast 
AB - Southwest 
BC - Rocky Mountains 
CD - P l a i n s  
DE - Great Lakes 
EF - NW E n g l a  
FG - MiUeaat 
OH - Far West 
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Reg i on 

Far West 

Hideart 

New England 

Great Lakes 

Plains 

Rocky Moun- 
tains 

Sout hues t 

Southeast 

TOTAL 

Contract Awards 
(in thousands) 

$1 , 104,242 
2588379 

53 8 739 

71 ,797 

209,540 

4098 1 is 
2Di8i,~5 

Gin1 Coefficlents 

Percentage Distribution 
re- 

NASA contracts Population Income - 
SO. 6 12.6 14.8 

11.8 21.4 24.6 

3.3 19.8 21.0 

9.6 8.3 7.9 

0.4 2.4 2.3 

3.0 8.0 6.0 

16.1 

100.0 100.0 100.0 

- 21.7 - 18.8 - 
+ a322 + 0 0 9 0  

As shown in Flgure 3, this regional distrlbutlon of NASA procurement appears to be 

relatively unequal. 

a less than proportional share. Undoubtedly, this situation results In large 

part from the fact that the high technology aerospace and electronics industries, 

whtch produce the bulk of the goods and setvlces that NASA requires, are conceri- 

All regions, except the Far West and Plains states, recelve 

+--+-A Leuc.=:u ?n reita:ii s a i s  uf i h e  country. iiniike the regionai pattern of defense 

work, there can be llttle question of "chlcken versus egg" explanation of  causation 

here; the locatfons of the major industrlal design and production facllltles -re 

established prior to the forcatfan of NASA. 



? I I I  4 + I  4 I 
0 A B C D  E F  G H 

Incane Regions (cumulative percent) 

OA - Southeast 
AB = Soutlmest 
BC - R O C Q  Mountains 
CD -Plains 
DE - Great Lakes 
EF = New %gland 
FG - Mideast 
GH = Far West 
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In  fact, there i s  a s t r l k i n g  resemblance of the current geographlc d l s t r f bu t l on  

of c i v i l i a n  space work t o  the state-bystate d l s t r l bu t i on  o f  mlss l le  employment 

In  1958, before the beglnnlng of the NASA program. As the c l v l l l a n  space pro- 

gram or lg lnated as a technlcal outgrowth of ICBM and related miss i le  programs, 

t h i s  correspondence should come as no surprise. 

teglons obtain a latger share of  NASA contracts than they d id  o f  m l l i t a r y  d s s l l e  

Actually, the lowest Income 

/13 emp 1 o w n  t . 
Some l lmi ted lnformatlon Is avaf lable on the geographlc d i s t r i bu t i on  o f  NASA sub- 

contractors. Data on the f i r s t  and second t ier  subcontracting of  12 prlme cow 

t ractors  show that  elght states recelved the prime contracts under study i n  the 

perlod January, 1962-June 30, 1963. /)4 After taking account of  subcontracted 

work, flrms I n  40 states were per t lc ipat ing In  NASA work, many of which were not 

Involved I n  space work a t  the p r l m  contractor level a t  a l l .  

In Figure 3, the teglonal d l s t r i bu t i on  of these selected NASA subcontracts Is 

also concentrated I n  the hlgher income states, but I n  a somewhat d i f f e ren t  fashion 

than the agency's prime contracts. 

was somewhat loner than of prltne contracts, but other hlgh income areas, such as 

the Mideast and New England states, recelved a much larger share of these s u b  

contracts than of  t o t a l  prtme awards. 

per capita income-received a substantially smeller share of the sample subcon- 

t rac ts  than of  t o t a l  awards. 

the sample as wel l  as the smaller industr ia l  bases of the lowest Income states. 

The middle income regions obtained subcontracts I n  s imi lar  p rop r t l ons  to  the i r  

shares o f  prlme NASA contracts. 

However, as shown 

The Far West's share of  these subcontracts 

The Southeast-the region w i t h  the Iowest 

I n  part, thls may r e f l e c t  the l imi ted nature of 
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Norrdefense Purchases-Corps of Ens1 neem 6 

During the f lsca l  year 1963, Congress approprlated $846 m l l l l o n  for c f v l l  works 

construction a c t i v l t l e s  of the Army Corps o f  Engineers; of t h i s  amount, projects 

to ta l ing  $551 could be al located by state or a t  least by region. 

al locable expendltutes included lumpsum repair and modIf1cation funds. 

* n o w  

Rep I on 

Far West 

W I deas t 

New England 

G r e a t  Lakes 

Plalns 

Rocky Moun- 
ta ins 

Southwest 

Southeast 

TOTAL 

Amount of 
bpmd i ture Percentage D is t r ibu t ion  

( i n  thousands) Engineer Persona 1 

$124,546 

55, ?58 

7,815 

31,889 

116,065 

1,804 

95,612 

118,118 

Gin1 Coeff lc fents  

55 1 s 607 

Expenditures Population Income 

22.6 12.6 14.8 

1001 21.4 24.6 

1 e 4  5.8 6.5 

Atthough the operattons o f  the Corps of Engineers cover a l l  50 states, major new 

projects f o r  navlgatlon, f lood control, hydroslectr lc power, end s lml ler  purposes 

are centered In the western end southern regions: 

the Plalns States, and the S o u t b s t ,  In that order. 

offered for t h i s  geographic pattern, The Rocky Hountein states are v i r t u a l l y  

excluded from the Corps of Englneer projects, but receive a major share of 

the Far West, the Southeast, 

Yerfous reasons m y  be 
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Bureau of Reclamation water resource development work. 

operations in  the older areas, such as the Mideast, New England, and Great Lakes, 

are In  a more advanced state requir ing mainly operatlon and maintenance and 

re la t i ve l y  l i t t l e  new construction. Also costs of potent ia l  new projects may 

be extremely high i n  these high densfty areas. 

Also, Corps of Engineer 

Norrdefense Purchases-Bureau of Reclamation 

During the f i s c a l  year 1963, the Bureau of Reclamatlon had indiv idual  project 

expenditures i n  17 western states to ta l i ng  $168.9 mi l l lon,  plus $94.5 m i l l l o n  

expended for the Colorado River Storage Project and $59.5 rnll l ion which It con- 

t r lbutad t o  the mlt iagency Missourf Rlver Basis Development Project. I n  
/rS 

most cases, an indlvidt lal project i s  laceted I n  one or more states I n  the same 

region, thus petmttt ing a ready regional Identtf fcatton. In some cases, pro- 

j ec ts  extend over more than one income region. The regional assignments f o r  

these projects generally were made wi th  reference t o  project maps contained In 

the Bureau o f  Reclamatlon reports cited; these sources indicated l n  whlch reglon 

the bulk o f  the area covered by the project was located, but not necessarily the 

bulk of the funds u t i l i z e d  i n  the year. 

State and regional data f o r  the Colorado River Storage Project were al located by 

applyfng t o  the 1963 expenditure data the rat fos o f  the regional shares o f  the 

t o t a l  a l loca t ion  fo r  the l i f e  o f  the project, as annual regional breakdowns were 

not eve1 lable. 
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Amount of 
Expend 1 ture 
(in thousands) 

I .  

Reg 1 on 

Far blest 

Mideast 

New England 

Great Lakes 

Platns 

Rocky h n -  
tains 

Southwest 

Southeast 

Tota l 

$94,849 

---..,I 

Gin1 Coeff lclents 

41,240 

114,225 

72 c 540 

-.---..- 
322 a 854 

Percentaae Distribution 
Reclamat ion Persona 1 
Expenditures Population lncane 

29.4 12.6 14.8 

0.0 21.4 24.6 

0.0 5.8 6*5 

o m  0 19.8 21.0 

12.8 8.3 7.9 

35.4 2.4 2.3 

22.4 8.0 5.8 

16.1 

100.0 100.0 100.0 

- 21.7 - 0.0 - 
0.028 +. ogo 

The geographic concentration of Bureau o f  Reclamation expenditures i s  greater 

than that of the Corps of Engineers. 

western states, speclflcelly to the Far West, Plains, Rocky Mountains, and South- 

west. The regional concentration i s  most pronounced i n  the Rocky Mountains area, 

which has a little over 2 percent of the Nation's income and population and 35 

percent of  the reclamation expenditures. 

the related water resource activities of the Corps of Englneers are mtnlm1 In 

the Rocky k n t a t n  states and qulte significant in the other western regions. 

The 6ureau1s activities are lfmfted t o  the 

O f  course, it should be recalled that 
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Grants-Nondefense Purchases-Highways 

Federal grants-in-aid under the highway programs are made for two purposes: 

the 

(1) 

hi 9 k Y S  a 

s, the 

the Nation81 System of  In ters tate and Defense Highways, conmonly ca l led 

in ters tate System and (2) Fedetal-aid t o  ptlmary, secondary, and urban 

referred t o  as the A N  system. As these grants are made on a s tate bas 

data were readi ly available. /17 

Amount of 
Reg ion - 

far West 

W ?  d w s t  

New England 

G r e a t  Lakes 

Plains 

Rocky Moun- 
t a  ins 

Southwest 

Southeast 

Tote 1 

Expend1 ture Percentage D is t r ibu t ion  
( in thousands) Highway Persona 1 

Expend I tures Pow l a t  f on I ncome 

282 , 136 9.5 8.3 7.9 

16. i 

2 ,976 8 973 100.0 100.0 100.0 

- 21.7 - 21.8 - 648,526 

6 i n i  Coeff ic fents  * 0048 4- . o s  

Apportionments t o  states under the ABC system are made according t o  formulas 

taking i n t o  account population, area, and postal route mileage. 

s ta te  System, Federal funds are a1 located i n  reference t o  "population, service, 

t ransportat ion requirements of industry, tOlimerce and agriculture, system inte- 

gration, and needs o f  national defense." rn None o f  these c r i t e r i a  re la te  

d i r e c t l y  t o  regional income d i f fe ren t ia ls ,  Nevertheless, i n  1963, the four 

regions w i t h  the lowest average per capite incomes-the Southeast, the Southwest, 

Under the Inter-  
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the Rocky Mountains, and the Plalns states=-received larger shares of federal 

highway funds than would have corresponded e i ther  t o  t h e i r  shares o f  incame or 

population. This apparently re f lects  the tendency f o r  areas w i t h  low average 

incomes t o  have a low  population density, and hence, benefit more than p ropor  

t ionately from program expenditures determined on a spat ia l  basis. Three o f  the 

higher income regions received lower than average per capita shares; these were 

a l l  i n  the East-the Mideast, New England, and Great Lakes states. The share of 

highway funds received by the Far West was s l i g h t l y  higher than what would have 

been the resul t  o f  a straight per capita distr ibut ion,  but s l i g h t l y  lower than 

I t s  correspondlng share of  t o t a l  Income. 

It should be real ized that the amount of  federal-aid highway funds that a region 

received i n  I963 is, i n  part, a function o f  how much o f  i t s  o r ig ina l  mileage 

al locations it had already completed and the speed a t  which It was constructing 

the remainder. 

varies conslderably by state. 

t r i b u t i o n  of funds may not fo i low the 1963 pattern. 

The proportion of completion on the Interstate system, for example, 

Over a period o f  years, therefore, regional dis- 

Grant s-Nondefense Pur chases- Educa t ion 

For purposes of comparison, a new nondefense governmental program i s  here analyzed, 

as an example of additions to the federal budget f o r  "Great Society'' functfons- 

the 1965 leg is la t ion  for a i d  t o  elementary and secondary education. 

feature o f  t h i s  new ac t  i s  the f inancial assistance t o  school d i s t r l c t s  w i t h  a 

high proport ion of law incame families. Funds are a l l o t t e d  t o  school d i s t r i c t s  

A major 

or counties where a t  least 100 school-age children o r  3 percent of the t o t a l  
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school-age children are from families with annual fncomes under an establlshed 

"low income factor" ($2,000 for fiscal year 1966). 

Is equal to the average state expenditure per pup11 multiplied by the number 

of  children aged 5-17 from low-income families. 

The grant for each district 

Data are readily available on 

a state-by-state basis. /19 

Region - 

Far West 

Hideast 

New England 

Great Lakes 

Plains 

Rocky Mourr 
tains 

Southwest 

Southeast 

Tota 1 

Amount of 
Expend i tore Percentaqe Distribution 
(in thousands) Educat ion Persona 1 

Expenditures Population Income 

$ 96,531 9.3 12.6 14.0 

182 8 565 17.6 21.4 24.6 

147,650 14.2 19.8 21.0 

92 * 934 8.9 8.3 7.9 

18,614 1.8 2.4 2.3 

108,065 10.5 8.0 6.8 

16.1 - 21.7 - 34.6 - 359,738 

1,038,881 100.0 100.0 100.0 

Gini Coefficients - .108 + .ogo 

There has been some question as to whether the legislation in practice does s u e  

G e e d  In channeling funds In a major way to lawllncome areas. 

In the accompanying table are revealing. 

taln states, the lower income regions receive substantially larger shares of the 

education funds than is indicated by their population or Income ratios. 

higher-income regions, conversely, receive significantly lower shares than would 

result from a distribution based either on population or income. 

The comparlsons 

With the exception of the Rocky tburr 

The four 

This emphasis 
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on low income states (as measured by comparative Gin! coefficients, f o r  example) 

exceeds a l l  other federal programs examined i n  t h i s  study, except agr icu l tu ra l  

subsidies. 

Subsidy Programs-Farm Pr 1 ce Supports 

I n  practice, farm pr ice  support payments take the form o f  non-recourse loans 

whereby the farmer receives a loan on h i s  conmodity equal to  i t s  value a t  the 

support price. 

the suppdrt price, the farmer i s  f ree to sel l  h is  colrmodity and repay the loan. 

In  most cases, however, the comnodity by default becomes the property of the 

Commodity Credit Corporation o f  the U.S. Department o f  Agriculture. Hence, the 

geographic d i s t r l bu t i on  of CCC loans--which i s  readi ly  avai table-could be used 
120 

as a good proxy f o r  the regional al iocat lon o f  farm pr ice support payments. - 

If, within a specif ied t i m e  period, the market pr ice r lses above 

Reg ion - 
Far West 

Mideast 

New England 

Great Lakes 

Plains 

Rocky bun- 
t a  i no 

Southwest 

Southeast 

Tote 1 

Amount o f  
Expend i tures Percentage D is t r ibu t ion  

... ( In thousands) * .  
CCC Loans Population 

$134,000 4.3 12.6 

952 * 5.8 

974,944 31.7 8.3 

47 , 957 1.6 2.4 

676,988 22.0 8.0 

21.7 - 30.9 - 951,562 

$3,077,870 100.0 100.0 

* less than 0.05 percent 

Gini Coeff icients - .410 

Persona 1 
I ncOme 

14.8 

24.6 

6.5 

21.0 

7.9 

2.3 

6.8 

16.1 

10000 

- 

+ .ago 
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As would be expected, the bulk o f  the CCC payments goes t o  the regions w i t h  

large agr icu l tura l  sectors, par t icu lar ly  those devoted t o  the major supported 

crops--corn, wheat, sorghum grain, tobacco, cotton, and peanuts. Also, these 

states are generally i n  the r e l a t i v e l y  lw income areas. 

s t r i k i n g  correspondence between farm pr ice support payments and low-incune areas. 

Hence, there Is a 

About 53 percent o f  the funds are channeled t o  the Southwestern and Southeastern 

states which, by way o f  compartson, recelved less than 23 percent of t o t a l  p e r  

sonat income and heve s l i g h t l y  less than 30 percent of the national population. 

It should be noted that the t o t a l  farm subsidy program and the geographic d i s t r i -  

but!on o f  expenditures fluctuetes frm year tc  yeer 3s mrket  ~ ~ n d i t ? ~ n s  changet 

conrnoditles are added t o  or deleted from the pr ice support program, or benefit 

levels and arrangements are altered. 

Di rect  Transfer Payments: Veterans Compensation and Pensions 

Reg i on 

Far West 

.A) A.--A niaeiasi 

New Eng 1 and 

Great Lakes 

Plains 

Rocky Houn- 
t a  i ns 

southwest 

Southeast 

Tota 1 

Amount o f  
Expenditure 

( i n thousands) 

Gini Coefficients 

Percentage Dis t r ibut ion 
Veterans Persona f 
Payments Population 1 n c m  

11.7 12.6 14.8 

17.2 19.8 2100 

8. 9 8. 3 7.9 

2.5 2.4 2.3 

8. 9 a. o 60 8 

21.7 16.1 

100.0 100.0 100.0 

- - 23.9 - 
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I /2 1 Veterans transfer payments are of two types: 

D isab i l i t y  compensation provides f inancial  assistance t o  veterans w i t h  servlce- 

connected d i s a b i l i t i e s  t o  compensate them for the loss of earning power. 

compensation and pensions.- 
I 

Pensions are paid t o  needy veterans without service-connected dlsabi 1 i t i e s  o r  t o  

needy dependents (unmarried minor chi ldren and unremarried widows) o f  veterans 

who died as a resul t  o f  non-servlce-connected causes. Monthly payments range 

from $25 f o r  a wldow, without a child, whose annual Income Is between $1200 and 

$1800 to $75 f o r  a widow wl th  one ch i l d  whose annual incme does not exceed 

I 

~ 

I $1000. 

As indicated by the comparatively low Gini coef f ic ient  ( - .035) ,  veterans compen- 

sation and pension payments are f a i r l y  equally distr ibuted. 

lower-income regions receives a s l l g h t l y  more than proportionate share of such 

federal funds. 

exception being New England) receives s l i g h t l y  less than proportional shares o f  

such payments. 

Each o f  the four 

Conversely, three out o f  the four higher-lncome regions (the 

I 
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Grant Transfer Payments: Public Assistance 

Amount o f  
Rea lot 

Far West 

Hldeast 

New Eng 1 and 

G rea t Lakes 

Plains 

Rocky bun-  
talns 

Southwest 

Southeast 

Tota 1 

Expend I ture Percentage Distribution 
( i n  thousands) Assistance Personal' 

Payments Population Income 

$ 4 1  ,974 15.1 12.6 14.8 

422 , 683 15.9 21 .4 24.6 

157,140 5.9 5.8 6.5 

384,450 14.5 19.8 21.0 

8.7 8.3 7.9 

75,695 2.8 2.4 2.3 

288 , 83 6 10.9 8.0 6.8 

16.1 

$2,661,284 100.0 100.0 100.0 

- 21.7 - 26.2 - 698,401 

Gini Coeff ic ient  - .061 . +.090 

Publlc assistance grants cover f i v e  programs: 

permanently and t o t a l l y  disabled, a id  t o  the bl ind,  a i d  t o  famil ies w i t h  dependent 

children, and medical assistance fo r  the aged. 

according t o  formulas determined by statute. 

assistance formula the s tate i s  reimbursed for 83 percent of its t i t s t  $35 monthly 

payment per rec lp lent  plus a proportion of the next '$35 which varies Inversely 

w i t h  the average per capita income i n  the state f o r  the most recent three years: 

an exception i s  provided, the federal grant sha l l  neither be less than 50 percent 

old-age assistance, a i d  t o  the 

Federal funds are d is t r ibu ted  

For example, under the old-age 

nor m r e  than 65 percent i n  any state. L a  
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Some states did not participate :n 611 five public assistance grants. 

and Nevada in 1963 had no programs for the permanently and totally disabled 

and only 25 states had programs for the medically needy aged. 

Alaska 

As would be expected, the four lower-income regions received a substantially 

larger proportion of public assistance payments than their share of either popu- 

lation or incane. 

than their shares of veterans' compensations and pensIonss the other transfer 

payment program analyzed. 

regions-the Mideast and the Great Lakes-had lower shares of  public assistance 

payments than of either income or population. 

Their shares of public assistance grants were also higher 

However, only two out of the four higher-income 

Direct Operations: Federal Government Employment 

Waae 5 Salary Disbursements 

Reg ion 

Far West 

M i deas t 

New Eng 1 and 

Great Lakes 

Plains 

Rocky Ebun- 
ta i ns 

- 

Southwest 

Southeast 

Tota 1 

Civil- H i l i -  
ian & tar- /b 

(mi 1 1 ions) 
$1 8 186 

2 B 707 

417 

1 B 192 

697 

330 

592 

1,763 - 
8,884 

$2 8 642 

2,057 

592 

1sO15 

645 

493 

1,713 

3 , 567 - 
12,724 

Percentage Distribution 
Civil- Mili- 
lan tary - 
13.4 20.8 

30.5 16.2 

4.7 4.6 

13.4 8.0 

7.8 5.1 

3.7 3.9 

6.7 13.4 

19.8 28.0 

100.0 100.0 
- 

caar 
pos i te 

17.7 

22.0 

4.7 
- -  
iU.2 

6.2 

3.8 

10.7 

24.7 

'100.0 
- 

Gini Coefficients: Civilian +.058; Military -.0295; Composite +.O16 

Popu- 
lation 

12.6 

21.4 

5.8 

- 

... n 
ty.0 

8. 3 

2.4 

8.0 

21.7 

100.0 

& Excludes civi 1 ian employees of the Department of Defense. 
calendar years 1962 and 1963. 

/b Includes DOD civilian employees. 

Average of 
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The f i n a l  category o f  federal expenditures analyzed was wage and salary payments 

t o  the employees o f  the federal government. 

Compared t o  the other expenditure categories covered, t h i s  seg- available. 

rent o f  the federal budget showed no consistent pattern i n  favor of e i ther  high 

or low income regions; a lso the variances from a st ra ight  per capi ta d i s t r i b u t i o n  

were smaller. 

Relat ively complete data were 

L a  

The data could a lso be dlvided between defense and c i v i l i a n  employment. 

should be noted that  the concept o f  defense employment used here i s  broader than 

that  employed by the Department of Comnerce, as i t  covers both members of the 

armed servlces and c l v i l i a n  employees of the Department o f  Defense (adjustments 

were made by use o f  the data c i ted  i n  footnote 23). 

It 

The resul ts  were rather interesting. 

employment i s  m i ld l y  equalizing, re f lec t ing  the tendency t o  locate m i l i t a r y  

tns ta l la t ions  i n  low  density areas and i n  the low-income southern states. 

equalizing tendency was not noticeable enough, however, t o  o f f se t  the opposite 

effect o f  m i l i t a r y  procurement, and also i s  f a r  more irregular. 

The geographic d i s t r i bu t i on  o f  defense 

This 

Conversely, the employment of the c i v i l i a n  agencies o f  the federal government 

i s  s l i g h t l y  in  the reverse direct ion,  wi th somewhat more than proportional 

numbers being located i n  the higher-Income states. 

nalized, r e f l e c t s  the heavy demands o f  industry on such labor-intensive govern- 

ment operations as the Post Office. 

t a r y  and c i v i l i a n  federal employment from a st ra ight  per capita d i s t r i bu t i on  

appear to  be almost o f fset t ing.  

This, i t  might be ra t io -  

On balance, the mi ld  departures o f  m i l l -  
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Some Cornperfsons and Findings 

In an attempt to offer some aggregate comparisons and conclusions, It might be 

helpful to borrow some concepts from the field of public finance. The influence 

of the geographic distribution of federal programs on regional inunne differentials 

can be cons idered progressive, proport iona 1 or regressive, The progress lve pro- 

grams are those that tend to soften or reduce the inequality in the distribution 

of personal income among reglons. The proportional programs are those that have 

little or no effect on regional income distribution, and the regressive programs 

are those that tend to accentuate inequality in the geographic dlstribution of 

income. 

It should be noted, of course, that this is a partial analysis, abstracting from 

the regional dfstribution of federal tax payments. The geographic distribution 

of federal revenue receipts i s  readily available, so that the absence from this 

study does not reflect mere researcher's convenience. 

been amply explored in the past by Hushkin and bbovitz, particularly. Rather, 

this study focuses not on the baiance of federal revenues and expenditures in a 

given region, but on the implications of shifts in the composition of the expen- 

ditures. 

IS not earmarked but goes into the general fund of the Treasury; hence, the shift 

of a billion dollars from defense to  welfare programs will have a relatively 

minor impact on the Iocation of revenue collections, 

Also, this question has 

This focus should not be arbitrary, as the vast bulk of federal revenues 

A number of limitations of the federal expenditure data need to be kept in mind. 

First of all, only selected programs in a single year have been included in this 

Study. Also the level of aggregation necessari ly ignores the substantial 
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differences which inevi tably occur a t  state and local levels. Furthermore, it 

i s  possible to  conjur up potenttal ty new federal programs whose regional patterns I 
I 
I 

vary substantial ly from those analyzed here. For example, i t  i s  probable that  

some of the proposals made i n  recent years t o  u t i l i z e  the high technology and 

systems management capabi l i ty  of the defense industr les i n  meettng public sector 

I needs o f  a c i v i l i a n  nature would resul t  i n  geographic patterns more s imi lar  to  
j 

defense than t o  current nondefense procurement. With these caveats i n  mind, let 

us f i l l  i n  the progressive, proportional, and regressive boxes. (see Table 1) 

I n  the progressive category, there i s  an array o f  federal programs, ranging from 

grants-in-aid t o  subsidies t o  transfer payments. A1 1 of the c i v i l  tan government 

programs here analyzed fell  in  t h l s  group, except for NASA procurement and dt rect  
I 
I federal employment. The rankings withln the so-called progressive category may 

be of  interest. Farm pr ice support payments are hlghest on the l l s t ;  that  is, 

I they are more oriented t o  the lowincame regions than any of the others. 
i 

The second ranking progressive program, although not too close behind farm pr ice  

supports, i s  the new a i d  to  education program, which has a b u i l t - i n  anit-poverty 

orientation. 

publfc asststance, highway grants, Corps of Engineer projects, veterans' pensions 

and compensations, and Bureau o f  Reclamation projects. Overall, the lowest income 

regions-the Southeast and the Southwest-received 35 percent of federal c i v i l  Ian 

I 

The others i n  the progressive category are, in  descending order, 
I 
I 
I 

I expenditures (as covered i n  t h l s  study), compared t o  30 percent of the population, 

and 23 percent of  t o t a l  personal income. (see Table 2) Conversely, the two 

highest income regions-the Far West and the Mideast-received only 30 percent 

of these federal c i v i l t a n  expendftures, compared t o  34 percent of  the populatlon 

and 39 percent of the income. Thus, the spatial pattern of d is t r ibu t ion  of these 



I Progressive 

PrograPn 

Egrm price support payments 
Aid to elementary and secondary education 
No- cmosITE 
Public assistance 
Hiway wants 
Corps of Engineer projects 
V e t e r s n s  pensions and campensation 
Eeciamation projects 

, Proportional 
I 

Government employees wages and salaries 

Regressive 

Defense procurement 
U S A  procurement 

G i n i  Coefficient 

+.016 

+ e 2 3 2  
+;322 
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federal nowdefense programs tend t o  reduce regional income Inequality. The 

pol icy implications are qui te  c lear - the  continued expansion i n  domestlc c i v i l i a n  

programs which appear t o  be part of the Great Society concept w i l l  tend to  reduce 

I 

I 
I 
I 
I the d ispar i t ies  i n  income among the d i f ferent  areas of the country. Some of these 

programs m y  be more ef fect ive i n  t h i s  regard than others (educatlon versus 

publ ic works), but they a l l  seem t o  tend In  the same di rect ion o f  greater equal i ty  
I 

I o f  income distr ibut ion,  again t o  be borne i n  mind, i n  a spat ia l  sense. 

I The proportional category, o f  course, covers the d i rect  wage and salary payments 

1 
to  federal employees and i s  f a i r l y  stable. 

cant long-term growth In t h i s  category o f  federal expend! tures. 

There i s  l i t t l e  indicat ion o f  sIgnif1- 

The so-called regressive category consists o f  Defense and NASA purchases from 

pr ivate industry. 

However, i t  should be borne i n  mind that-for the same kind of high-technology 

The Department of Defense shows up as somewhat less regressive. 

I 

programs--NASA and m i l i t a r y  geographic d is t r ibu t ion  patterns appear t o  be qui te  

similar. 

ar ises from the inclusion of a large amount o f  medical, of f ice,  ordnance and 

The s l i g h t l y  less regressive overal l  posi t ion o f  m i l i t a r y  purchases 

slmi l a r  supplies which are provided by more t rad i t iona l  Industries. 

I 
I 

The so-called regressive programs have tended t o  account for a decl ining portton 

I of both the GNP and the federal budget i n  recent years. However, the trend has 
I 

not been a smooth one. 

the defense budget cycle, but the long-term trend l i n e  would appear t o  be downward 

sloping, i n  terms of the re la t i ve  importance o f  the defense and space programs 

The nation i s  presently witnessing another upturn I n  

t o  e i ther  the national economy or the federal budget. 
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Because o f  the variat ions i n  the regional d istr ibut ions among the various federal 

programs examined here, i t  may be helpful t o  indicate some o f  the more extreme 

differences. 

Information, 

patterns should be. 

i den t i f i es  the federal program from which each recelves I t s  largest share compared 

t o  a l l  other programs, and then the program from which i t  receives I t s  smallest 

share. 

contracts than t h e i r  port ion of any other federal program, 

proportion of farm subsidies i s  lower than the i r  port ion of any other of the 

federa 1 programs covered here. 

The fol lowing i s  one among many conceivable ways o f  presenting the 

This report contains no value judgments as t o  what the regional 

For each o f  the eight income regions, the fol lowing table 

For example, the far western states obtain a greater share of  NASA prime 

Conversely, t h e i r  

Program Program 
In Which It In Which It 

Reg ion Obtains Largest Share Obtains Smallest Share - 
Far West NASA Farm Subsidies 

Hideast Defense Reclam t 1 on 

New Eng 1 and Defense Reclamat ion 

Great Lakes H 1 ghways Reclamation 

Plains Farm Subsidies Defense 

Reek.; !!ou!?t.1? ns 

Southwest Rec 1 amat 1 on NASA 

Southeast 

This type o f  information may lend i t s e l f  t o  various interpretations. 

sanguine one may be that the variat ions tend t o  o f fse t  each other. 

the Rocky Mountain states get the l lon's share o f  reclamation projects and an 

ins ign i f i can t  port ion of Corps of Engineer projects. Hence, when the two pro- 

grams are taken i n  conjunction, the extreme values for t h i s  region are greatly 

reduced. 

Rec 1 amat 1. on Corps o f  Engineers 

Edu ca t i on Rec 1 ama t I on 

The most 

For example, 

A more Machiavellian interpretat ion may be that such information lends 

. .  
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i t s e l f  t o  the formulation of s tate or  regional strategies t o  'tnaximize" t h e i r  

I 

1 
I 

shares o f  the federal budget, by urging the expansions o f  the programs from which 

they receive the largest amounts and advocating the curtailment o f  others (of 

course, many supporters o f  sectional interests may be doing t h i s  i n t u i t i v e l y  I 

, already). 

The purpose o f  t h i s  en t l re  analysis i s  more neutral, simply t o  shed some l i g h t  on 

the important question o f  the economic impact o f  the regional d i s t r i bu t i on  o f  

federal funds. 

po l i cy  should be expected. 

level  o f  argument. 

That implications may be drawn by others for purposes o f  publ ic 
I 

Indeed, It may be hoped that  t h i s  would ra ise the 
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OA - Southeaet 
AB - Southwe!st 
BC - Rocky Mountains 
CD - P-s - G r e a t  Lakes 
EF-Hewib3gland 
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2. 

share ( i n  re la t ion  t o  a simple per capita d is t r ibut ion)  o f  expenditures f o r  the 

non-defense publ ic programs. This ref lects, o f  course, the welfare or ientat ion 

imp l i c i t  o r  e x p l i c i t  i n  so many o f  these programs. 

3. I n  contrast, the high income states tend t o  recefve a larger than proportional 

share o f  expendltures for defense and space progran\s, thus re f lec t lng  the depen- 

dence on the highly industr ia l ized areas for the design and production o f  weapon 

and space systems. 

4. Hence, a s h i f t  i n  the federal budget from defense t o  non-defense ac t fv i t fes -  

assuming no fundamental a l te ra t ion  i n  the geographic d i s t r i bu t i on  patterns of 

indiv idual  publ ic programs-would tend t o  narrow income inequali ty among the 

various regions o f  the United States. 

during the past few years. 

the comparatively mi ld  effects o f  a 50 percent reduction i n  defense spending and 

an o f f s e t t i n g  aggregate increase i n  federal non-defense expenditures.) 

a s h i f t  t o  defense programs would tend t o  widen the range o f  income inequali ty 

among regions, a t  least under present conditions. 

5. 

types o f  non-defense spending programs of the federal government. 

The farm pr ice  support subsfdfes, f o r  example, favor the lowlincome areas to a 

greater extent than any other program analyzed. 

and secondary education leg is la t ion is more heavi ly oriented t o  low income regions 

than the t rad i t i ona l  federal welfare programs, even more than pure transfer pay- 

ments such as publ ic assistance or  veterans pensions. The new education program 

also shows up better I n  th i s  regard than the i n i t i a l  antl-poverty projects of the 

Off ice of Economic Opportunity. 

i n t o  the prel iminary returns i n  the case o f  the OEO program. - 

I n  general, the low income states tend to receive a larger than proportional 

This ,  of course, i s  what has been happening 

(See the appendix f o r  a hypothetical analysls showlng 

Conversely, 

S ign i f icant  differences In geographic al locations ex is t  among the various 

(see Table 2) 

Also, the new a i d  t o  elementary 

However, i t  may be too ear ly t o  read too much 
124 
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6. 

l imi ted t o  the geographic d i s t r i bu t i on  o f  income and federal expenditures and 

do not d i r e c t l y  shed l i g h t  on questions o f  income-class d is t r ibut ion.  That Is, 

the f inding that  federal payments fo r  farm subsidies go pr imar i ly  t o  low income 

states does not s ign i fy  that  these funds necessarily go t o  l w i n c o m e  indiv iduals 

In  any s ign i f icant  proportion. However, i t  would appear that  a s h i f t  from defense 

t o  non-defense government spending might tend t o  reduce income class inequal i ty 

because so much of defense spending i s  u t i l i z e d  f o r  managerial, professional and 

highly-ski 1 led employees, dividend recipients, and simi l a r  above-average income 

groups. Much addi t ional  research needs t o  be done along these l ines  before any 

findings can be of fered w i t h  confidence. 

A basic l im i ta t i on  t o  the analysis thus far  undertaken i s  that  the data are 
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Appendix: A Hypothetical 50% Reduction in  Defense Spendfne 

This appendix analyzes the implications f o r  the regional d i s t r i bu t i on  o f  b- 

6- a0 a hypothetical s h l f t  i n  the composition of Federal Government spending 

I n  the United States. It spec i f i ca l l y  examines what ww ld  have happened t o  the 

regional d i s t r i bu t i on  of personal income i n  1963 I f  Defense Department contracts 

w i t h  pr lvate industry were reduced by 50% and the funds so released were shlf ted 

t o  federal nowdefense progrew in  the proportions ex is t ing among these c f v f l l a n  

programs p r i o r  t o  the sh i f t .  

defended, par t l cu la r ly  wl th ln  the confines o f  a r i g l d  ceter ls paribus assumptlon. 

The reasonableness o f  these assumptions are not 

-- 
1. Data ana i3easures Adopted 

the s t a t e b y s t a t e  data on the various types o f  federal expenditures, as 

-11 as on population and income, were taken from the body of t h l s  report. The 

income generatfng coeff ictentsfor each state fo r  exogenous sources o f  lncome 

were taken from the f3olton doctoral dissertation, a source c i ted  In the ea r l i e r  

section on defense purchases. 

arrfved by deducting onpha l f  o f  the defense expenditures al located t o  each 

The resul ts appearfng i n  t h i s  appendix are 

s tate from i t s  t o t a l  personal incaae and real locat ing t o  each s tate the shere of 

the defense reduction corresponding to i t s  share o f  non-defense expenditures from 

the k d e r a l  Government. The resul ts o f  th i s  reeiiocation Of gw~-cmnt expendi- 

tures vary from state t o  s ta te and individual swns may be posi t fve or nagatfve. 

Two methods o f  computing personal income In  each state a f t e r  a sh i f t  o f  government 

expenditures are presented here. The simplest one (method A) i s  adding the net 

balance a f t e r  the s h i f t  t o  each state's personal Income i n  1963. 

(method 8) involves the use o f  a model of s ta te income determfnetfon, 

The other 

Results from the two methods are shown in  table 4, 

ys is  i n  th fs  appendix was performed by Hr. BerrChieh Llu. * Much of the ana 
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1 1 .  Me t hodo 1 ~ Q Y  

Hethod A can be symbolized as follows: Y = Y + N-M 
I 

p' P 
1 
I liethod B can be d e l v e d  as fotlows: 

I n  order t o  see how method B i s  deduced from the Bolton study, and because 

h i s  estimates o f  income generating coeff ic ient  for exogenous sources fo r  each 

state are employed here, i t  i s  necessary t o  begin by presenting h i s  formulas. The 

I fol lowing are the b l t o n  formulas fo r  calculat ing personal income for each state: 

Where Y = personal income 
P 

Yh = wages and salaries and proprietor's income i n  local industr ies 

P = property income and transfer payments. 

E = Wages and salaries and proprietor 's incame i n  industries for which 

demand i s  exogenous, including farm, export industries, and government 

defense expendi tures as we1 1. 

a and h are constants 

By s h i f t i n g  one half of defense purchases ( m i  to federa! nee-defense expen- 

I ditures (N), we can, s imi lar ly,  derive formulas as the following: 

= a + -  h (P+E+N-M) 
1-h 'hl - 1-h 



I l l .  Personal Income Dis t r ibut ion A f t e r  the Shift i n  6over n- 

Total government defense purchases In  the United States I n  1963 were $25.2 

b i l l i o n .  

have beeil sh?fted to  Federal Government non-defense programs. 

I n  t h l s  hypothetical study, 50% or $12.6 b i l l i o n  1s now supposed t o  

The $12.6 bl11 ion 

i s  apportioned to each s tate on a percentage basis, i n  the same manner as actual 

non-defense expenditures by the Federal Government were al located I n  the body o f  

t h l s  study. The actual percentage d is t r ibut lons o f  government expenditures are 

Shawn In the table below. 

T W O  1 Actual Dis t r ibut ion of  Federal ExDendItures i n  1963 

Actual Non-defense Actua I Defense 
FxPend i tures Exoend i tures 

New England 40 0% 9.0% 

H i  deas t 13.0% 22.0% 

Great Lakes 13.1% 1206% 

Plains 

sou theas t 

13.9% 

24.9% 

60 3% 

11.2% 

Sou t hwes t 1 1.0% 6.6% 

Rocky Mounta I ns 2.9% 4.2% 

Far West L2& 28.1% 

United States 100.0% 100.0% 

Total amount (mi 11 lon) $16.377 0 $25 s 232 

L1 The expenditures on the Colorado River project I n  the Bureau o f  Reclamation 
are anltted, because they could not be al located by state. 
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Therefore, the Southeast region would obtaln the largest share (24.9 p e r  

cent) o f  the $12.6 b l l l i o n  which here is hypothetlcally reallocated; the Far 

West region would have a net loss of  .about $1.4 Idtl4.ion. 

I .  Personal Income d ls t r lbu t ton  by method A (Y,, = Y, + N-N): Using t h i s  

method, the amount of personal income i n  any state or region would not be affected 

SO long as the absolute amount deducted i s  the same as the absolute amount added. 

In t h l s  approach, the t o t a l  personal income i n  1963 would not be al tered a t  a l l .  

The fol lowing table shows the results obtalned by thts method. 

enced by the real locat lon of  government expendltures are not l isted. 

States not Influ- 

I t  Is clearly s)rown by the table that the Southeast would have the highest 

percentage increase In  the regional d is t r ibu t ion  o f  personal Income (0.4 percent 

of the t o t a l  personal income) and the Far West the largest proportional decllne 

(a f a l l  of 0.4 percent of  t o t a l  personal income). 

l i t t l e  influenced. The increase I n  the Southeast i s  shared by four states while 

the decrease i n  the Far West Is almost en t i re ly  taken by Californla. In  addltlon, 

New York has also shown a re la t i ve ly  higher percentage-wide decrease (by decreaslng 

0.2 percent o f  the. total .  

The rest  o f  the regions are 



TabJe 2 

Hypothetical Reallocatlon o f  Personal Income 

Percent of Total Percent of Total 
Persona 1 Income Redistributed 

i n  1963 Personal Income 

6.5 6.3 

3.3 3-2 
1.8 1.7 

New England 

Massachusetts 
Connecticut 

24.6 24.4 E( i deas t 

New York 
New Jersey 
D i s t r i c t  o f  Columbia 

11.6 
4.1 
0.5 

11.4 
4.0 
0.6 

21.0 21.0 G r e a t  Lakes 

1 1  1 inols 
Wisconsin 

6.5 
2.1 

6.6 
2.0 

Plains 7.9 8.1 

North Dakota 
Nebraska 

0.2 
0.7 

0.3 
0.8 

Southeast 16. I 1605 

Tennessee 
Alabama 
Louisiana 
Arkansas 

1.4 
1.2 
1.3 
0.6 

Southwest 60 8 

Texas 
New Mexico 

4.6 
0.4 

4, 
0.5 

Rocky Hountalns 2.3 2.3 

Montana 
Colorado 

0.3 
I .  1 

0.4 
1.0 

Far West 14.8 14.4 

California 
Alaska 

11.3 
0.2 

11.0 
0.1 

U.S. Tote1 ($ million) 461,610 461,610 



I 2, Personal income d i s t r i bu t i on  by method 8: Under t h i s  method,Ypl = Yp + 

A (N-H), the income generatlng coefficient ( 

from defense expenditures and the Increase of  nowdefense expenditures. 

persona1 income i n  the United States a f te r  the s h i f t  would have been larger than 

the actual f igure in  1963, $462.1 b i l l i o n  compared t o  $461.6 b i l l i on ,  because o f  

the d i f fe ren t  income generating coeff icients among the various states. 

computed by t h i s  method are presented i n  the fol lowing table. 

affected by the real location of government expenditures are not l lsted. 

) i s  applied to  the deduction 1 1-h I-h 
Tote1 

1 
I 

I 

Results 
I 

Again, states not 
I 

I The Far West noold suf fer  the highest proportional decrease, 0.4 percent of 

t o t a l  personai incam. 

0.3 percent end 0.2 percent of the total ,  respectively. Obviously, the Southeast 

The Efdesst and New England regions would decrease by 

I 
would have a larger 

and Southwest would also show o f fse t t ing  increases. 

Lakes and Rocky Ebuntains regions would be unchanged. 

fornia and New York State would be decreased more than any other state; esfde 

from Texas, no state would increase i t s  share o f  t o t a l  personal income by more 

increase, by O.S;:percentcoft-totel .&z+;sona4 krcome@and I t h e  Pldns- 

The positions o f  the Great 

The income shares o f  C a l l -  

than 0.1 percent. 
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Table 3 

Hypothetical Reallocation of Personal Income--Method B 

Percent of Tota 1 Percent of Total 
Personal Income i n  Red 1 s t r I buted 

1963 P s_ttonel_lncoJlle 
New England 6.5 6.3 

Massachusetts 
Connecticut 

3.3 
1.8 

3.2 
1.7 

Hideast 24.6 24.3 

New York 
New Jersey 
bry land 
District of Col*Jmbfe 

11.6 
4.1 
2.0 
0.5 

11.4 
4.0 
1.9 
0.6 

Great Lakes 21.0 21.0 

I1 1 Inols 
W i  scons in  

6,s 
2.1 

6.6 
2.0 

Plalns 7.9 8.1 

Iowa 
North Dakota 

1.4 
0.2 

1.5 
0.3 

Sou t hees t 16.1 16.6 

Kentucky 
Tennessee 
Alabama 
iouisierl& 
Arkansas 

1.2 
1.4 
1.2 
1.3 
0.6 

1.3 
1.5 
1.3 
1.4 
c.7 

Southwest 6.8 7.0 

Texas 

Rocky huntains 

4.6 

2.3 

4.8 

2.3 

Ebntana 
Co loredo 

Far West 

0.3 
1.1 

14.8 

0.4 
1.0 

14.4 

Nevada 
Callfornie 
Alaska 

0.3 
11.3 
0.2 

0.4 
10.9 
0.1 

U.S. Total ($ mi 11 ion) 461,610 462,109 
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3. Comparisons o f  the two methods: Under the assumptions given, the regional 

d is t r lbu t ion  of personal income actual ly realized i n  1963 d i f f e r s  s l i g h t l y  from 

the results produced by method A, w i t h  no change i n  t o t a l  personal income. 

some extent, the resul ts shown by method B are l i k e l y  t o  be s imi lar  t o  those o f  

method A t o  the extent that  regions absorbing lower proportions o f  c i v i l i a n  than 

of defense expenditures would have a reduced share o f  t o t a l  redistr ibuted personal 

income, w h i  l e  those regions w i t h  higher proportions o f  nowdefense expenditures 

would show a larger share o f  t o t a l  redistrfbuted personal income, In addition, 

method 6 y ie lds a higher t o t a l  of  personal income than was actual ly real ized I n  

1963 by about $0.5 b i  11 ion. 

To 

Because o f  i t s  greater sophistication i n  taking account of the m u l t i p l i e r  

effects o f  changes i n  government spending, method 6 

superior t o  method A. 

i s  considered t o  be 

IV Sunnnary and Conclusion 

A real locat ion o f  50 percent o f  federal Government defense expenditures t o  

non-defense programs i n  1963, other things being equal, would have reduced the 

d i f ferent ia ls  i n  regional income d is t r ibu t ion  i n  the United States. 

Areas cf ! w e s t  average incomes-such as the Southeast and the Southwest- 

would tend to  benef i t  from such a real location o f  publ ic sector resources. Con- 

versely, the high income regions such as the Far West Bnd the Mideast would tend 

t o  receive reduced shares o f  Federal Government spending. 

However, these income equalization ef fects would be mild. As shown i n  the 

fol lowing table, the t o t a l  personal income o f  the Southeast would have been 

bolstered by about 2-3 percent while that o f  the Far West would be reduced by 

about 2 percent. 



Reg I on 

Far West 

Hideast 

New England 

Great Lakes 

Plains 

Rocky Mounta Ins 

Sou t hwes t 

Southeast 

- 

u. s. 

Table 4 

Percentage Change fn Reglonal Personal Income 
Under HwPothetIcal Condltlons in 1963 

Hethod A 

- 2.0 
- 1.0 
- 2.1 
+ 0.1 

+ 2.6 

- 1.6 
+ 1.8 

+ 2.3 
0.0 
- 

Method B 

- 2.4 
- 1.1 

- 2.1 

+ 0.1 

= 2.6 

+ 2.4 

+ 3.3 
+ 1.1 
- 


